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“J80Y AND ENDORSED BY TNE TOKYO SUMMIY.

PASE 03 OF 24 ROME 20130 #P OF 8 1913331 813
RATES VOULD ALLOV DLBT-COXSTRAINED {DCS YO SHITT THLIR
REVENUES FROM DLUT-SERVICE PAYMENTS Y0 INPORTS. for
PRIRAEY PRODUCING COUNTRIES, IN PAPTICULAR, S1amE OR
RISING AND ADFOUATELY REMUNERATIVE CONMODITY PRICES
VOULD WELP REORLSS TREIR PRECARIOUS EXTIRNAL POSITION,
THL MORE SO IF THIY VERE COUPLED VITN TRE REMOVAL OF
TRADE RESTRICTIONS EXISTING IN THOSE MARKETS.

- CORRECTIVE MACROTCONOMIC POLICIES AND STRUCTURAL
REFORNS IN DERTOR COUNIRIES VOULD BE SUFFORTED BY
ADEOUATE FLOWS OF EXTEANAL FINANCE EROM ALL CREDITORS -~
NULTALATERAL DEVELOPAENT IIISHWHOIS COVERNNENTS AND
PRIVATE LENDERS--IN LINE VITH THE REOUIRCMENTS of THE
DEBT-RELIEF STRATEGY LAUNCHED BY TNE U.5. I OCTOBER

IN PARTICULAR,
COMMERCIAL BANKS VOULD WEED 10 PESUNE NORMAL LENDING IN
SUTFICIENT AMOUNTS AND ON ATPROFRIATE TERNS

L A FURTRER IMPETUS TO WORLDVIDL GROVIN VOULD ARISE
TROM TRADE L VBERALIZATION; AS IT VAS INCEED REATFIRMED BY
THE SUMMIT COUNTRIES 1M THE TONYD RETTING, MAINTAINING AN
OFEN MULTILATERAL TRADING SYSTEM 1S A CONDIVION AND KEY-
STONT OF AN EFFICIENT AND EXPANDING WORID ECONOMY.

SINCE THEN AND CULMINATING IN THE DECISIONS ADOPTED AT
THE GATT MINISTERIAL MEETING IN URUGUAY LAST SEPTEMRER,
PROGRUSS NAS BLEN MADE IN OUTLINING A GENERAL FRAMEVORK
TOR ACTION 10 PROMOYE A WLV ROUND OF TRADL NEGOTIATIONS,
TRERE 1S MUCH INERTIA AND RESISTANCE 10 CHANGE ON TH1S
FRONT; BUT COMFLIANCE VITK THL FRINCIFLE OF “STANDSTILL®
N TRADE RESTRICTIONS VOULD WAVE A BENEFICIAL INFACT

- PER SE.  6DODWILL, AS IT VAS SIGNAILED Y ALL CONCERNED

PARTIES, AND A RESUMPTION OF STRONGCER GROVIN IN THE WORLD
CCONOMY WOULD WELP SPEED UP THE PROCESS.

- EXTERNAL IMBALANCES AMONG THE INDUSTRIAL COUNTRIES

“VOULD BE COPRECTED ONLY AS LARGE SHIFTS OCCURRED IN THE

PATTZRN OF DEMAND AMONG THE LEADING PARINERS: INDEED,
AS DONESTIC DENAND CREV FASTER THAN GDP IN JAFAN AND
CURMANY, AND TNE PEVERSE RAFTENED IN THI US.  RECENTY
EXCHANGE -RATE ADJUSTMENTS VILL SUFFOFT DIFFERTNTIAL
CROVIR 1N DEMAND, WELPING APFRECIATING-CURRENCY COUNTRIES
1O REORIENY ACTIVITY TOVARDS DONESTIC DIMAND AND
DEPRECIATING-CURRINCY COUNTRIES AVAY FRON IT. BUT "
MAY TAXE A LONG TINE FOR SUCH DIFFERENTIALS TO EMCRGE
VITHOUT CAUSING A SLOVDOWN IN GROVIN FOR THE WORLD
LCONONY AS & WROLE CIVEN THE FRICTIONS AND RICIDITIES
IMKERENT IN SUCH DEMAND SKIFTS,

- FURTHER AND SPEEDILR CHANGES IN CUFRENCY RATES coutp
88 RELIED ON TO FRODUCE A OUICKER ADJUSINENT IW TNE
PRISENT IMBALANCES BUY SUCH CHANGES, £.C. A LAPGER
DEPRECIATION OF INE DOLLAP, COULD NAVI UNDESIRABLE
DONESTIC EFFECTS FOR ROTK THE U.S. OHIGELR INTLAT{ON

AND THE AFFRECIATING-CURRENCY COUNTRIES (S1OVDOWN IN
EXPORTS AND ACTIVITY). OK TaE CONIRARY, A PAUSC IN
EXCHANGE RATE MOVEMENTS NMIGKT OF VARFANTED IN VIEV OF THE
PRESENT STATE OF TRAMSITION OF TNE VORLD [CONOMY AND TNE
WELD 1O ADJUSY 70 TNE SHARP SKIFTS WHICK NAVE OCCURRED
IN EXCHANGE RATES AND RELATIVE PRICES.

= AS FAR AS THE V.S, TReDE PERFOPMANCE, 1N PARTICHL AR,
IS COMCERNED, [T APPEARS THAT YHE APFRECIATION OF THE
DOLLAR IN RECENT YEARS AND TNE BESULTANT 1 0SS IN CON-
PETITIVENESS HAVE SERIOUSLY AFFECTED THI REAL STRUCTURE
OF TNI ECONOMY:  THE DICHOTONY BETVEEN THE SERVICES
SECTOR--WMICH 1S EXTANDING RAFIDLY--AND AGRICL TUPE AND
(IFORTANT MANUFACTURING INDUSTRIES WHICK AR( EXFOSED

1O INTERNATIONAL YRADE WAS BEEX VOFSINING AND REVERSING
1T VILL PROVE & SLOV AND DIFFICULY ENDEAVOR,

$S06992
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= UNDELR THIS POSITIVE SCEMARIO, POLICY-MAKING couto
CIVE GREATER TMPRASIS TO REDIUN-TERNM, STRUCTURAL PROBIENS
SUCH AS IuCRERSING THE ROLE OF MARPED FORCES IN THE ECON-
ONY, PIFOTMING YAY SYSTEMS AND BUILDING A MORL Stant¢
INTERNAT SONAL MONETARY ORDER,

= P PORE NTGATIVE SCINARID CAN RE OTHLRVISE Ewvisionep

WVHICK IF 1T BATERIALIZED WOULD REOVIRE CORRECTIVE aCTiON

AT AW LARLY STAGE. ONE CAN CONCEIVE OF TV VARIANTS
OF SUCK A SCENARID, TNEAR COMMON DENOMINATOR BEING A
VORLD RECESSION AND CONHNU[D CXTERNAL ImEALANCES.

= UNDER THE FIRST ALTERMATIVE, WWILE THE U.8. SUDGET

-DIFICIY 18 RIDUHD PRIVATE DOMESTIC DEMAND IN TNE

OTHIR EOUNTRIES TURNS OUT VEAKER THAN ANTICIPATED
UNDER TNE POSITIVE SCINARIOD, AND THERE 1S CONTINUED
EBFHASIS IN POLICY SETTINGS ON FISCAL RESIRAINT. &
MAJOR SOURCE OF UNCERTAINTY IN FRESENT CIFCUNSTANCES
IS INDEED THE FRECISE MAGNITUDE AND TIMING OF LI
EVENTUAL INCEEASE OF DEMAND AND ACTIVITY N INDUS TR AL
COUNIRIES IM RESPONSE TO THE REAL INCOME GAINS AND THE
FALL W INTEREST RATES. THE DOWNSIDE RISKS vouio st
ORVIOUSLY GREATER SHOULD FISCAL POLICIES TURN GLOBALLY
COMTRACTIONARY,  SUCN AN OUICOME COULD SE TRIGGERED, FOR
INSTANCE, BY A STRONGER-TMAN-FREDICTED REMOUND IN
INFLATION VHICH VOULD UNDERMINE CONSUMER CONF 1DE NCE
AND VOPSEN BUSINESS INVESTMENT PROSPICTS. FALTERING
GROWIH VOULD BE REFLECTED IN LSRGER BUDGET DEFICITS IN
A NUNBER OF COUKTRIES, WNICN COULD SET IN MOTION A
SERIES OF UNCOOPDINATED MEASURLS OF FiSCAL RESTRICTION,
INCLUDING POSSIBLY TAX RISES. THE COMBINID CFFECTS ON
GROWTH OF FISCAL CONSOL IDATION IN |NDUSTRIAL COUNTRIES
AXD OF THE REDUCTION IN NET EXFORYS TO THI DEVELOPING
VORLO VOULD Bt 100 L ARGE 1O BE OFFSET BY pOrESTIC
SFENDING. STAGNATION IN TNL INDUSTRIAL COUNIRIES AND
I WORLD TRADE VOULD THEN BE & tIKELY oUTCOME. TH[
DIVELOPING NATIONS WOULD BE FOSCED TD CURTAIL ImrORTS
AND PUSH DOMISTIC GROVIE DOWN 10 A BREAX|NG POINT;
CONMODITY PRICES WOULD Bt FURTHER VEAKINLD l(!DING
BACK 1NTO STILL (OVER IMPORTS BY TWL LDCS AND ANPLIFYING
THE SLOVDOWN IN VORLD TRADE. IN SUCKH A CORTEXT, TKE
RISKS 10 THE INTERNATIONAL TRADING SYSIEN VOouLD Blcont
GREATER AS |7 WOULD BE INCREASINGLY DIFFICULT FOR THE
LEADING ETONONIES 1O RESIST PROTECTIONIST PRESSURES In
THE PRESENCE OF SHRINKING EXPOST MARKETS.

= THD SITUATION COULD BE AGGRAVATED BY DEBT-SIRVICING
DIFFICULTIES OR EVIN INSOLVENCY IN SOME NARD-PRESSED
OERTOR WATION: UNCERTAINTY ABOUT SUCH AN ouTcont couvtp
REVERBTRATE INTO FINANCIAL MARKETS IN TNE INDUSTR 1AL
COUNTRIES RESULTING IR HIGHER INTERLSY RAIES.

= UNDER THL SECOND AL TERNATIVE, » RECESSION WOULD
COME APDUT AS THE LIKELY OUTCONE OF A DIFFERENT CAUSAL
CHALN AND 1Y VOULD BL ACCOMPANIED BY HIGKIR INFLATION,
THE TROCESS VOUID BE TRIGGERED BY THE FRAILURE OF U S,
AUTRORITIES 10 INFLENINT TRE AKNOUNCED FPOLICY OF BUDCGE TAR
RISTRAINT,  IN SuCw A SCENARIO, TINANCIAL MARKETS WOULD
OUTCALY REACT 70 THEL UNCIRTAIN PROSPECTS AS HARKET
PARTICIPANTS CANE TO BELIEVE THAT FISCAL IMRAL ANCES
VOULD 0T DE BROUGHT UNDER CONTROL AND €XILRWAL DIs-
EQUH INREA VOULD PERSISY, POSSIBLY WIDENING TO -
SUSTAINABLE LIVILS. THE MOST (IKELY coustouinct oF
SUCH STRAIN VOULD BE UPWARD PRESSURE ON U.S. INTERESYT
PATES; DOMISTIC SPENDING AND ACTIVITY VOULD LI 113
FIRST, THENW THE CONTRACTION WOULD BE FROFSGATED YO THE
FARINER COUNTRIES, VAL RISE IN INTEREST BATES NIGHT
NOT BE SUTFICIENT 10 PREVENT A RAFID FALL 1N THE DOLLAR
EXCHANGE RAIE WNICH UMM MaVE fiunceimami e e 113
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1. COMFIDENTIAL - ERTIRE TEXT.

2. PLEASE PASS FOLLOVING COMMINIS FROM ALLEN VALLIS 1D
RENATO BUCGIERD ON NIS DRAFT SNERFA PAPER.

3. TRANK YOU FOR TNE INTERESTING PRAFT PAPER ON THE
VORLD ECONOMY DESICNED FOR PRESTINTATION YO THE JANUARY
SNERFA MCETING. 1T SHOULP USEFULLY STINULATE DISCUSSION,
BUT 1 BILIEVE 1T COULD BE INFPOVED AND SHORTENED. THE
FOCLOVING COMMENTS APE INTENDED TO BE MELPFUL IN THA|
CONNECTION.  TNE PAPER INCLUDIS A WUMBER OF ADDITIONAL
JUDGHINTS THAT ARE DIBATARLE, BUT | ASSUNE YOU DO NOT
IMTEND TRE PAPER 10 REPRESINT A FULL CONSENSUS, AT LEAST
AT TRIS STaGE,

INTROOUCTION: | SUGCEST TWAT YOU GREATLY SINPLIFY THE
INTRODUC I ORY SECTION, STICKING T0 & BROAD CHARACTER-
TTATION OF THE PRESENT SITUATION. 7 WOULD BT BEST 10
EUIMINATE DUBIOUS INTERPRETATIONS OF INTELLECTUAL TRENDS
AND AYOID SUCK UNFOUNDED OBITER DICTA AS “VITHOUT im @

SLoOBAL coOPERATIVE EFFORT), TWL SYSTEM VOULD BE ®F LEFT
UNPOUNDEO, 115 SELF-CORRECTING FORCES L ARGELY vUxasill 1o
OVERCOM RECURRENT $NOCHS. ™ ¥NERE 1S LITTLE SImiLRRITY
BETVIEN CLENEACILS, BASICALLY JUST A FIXED RATE 1DE4, AND
TRE 0.8, -Jarax 2jiatTEPAl BGRETMINT, WWICH EMPHASIZED
TUNDAPERTAL POLICIES YO PROMOTE CROVIN AND ADJUSTMENY
WWILE EXPRESSING TNE VIEW THAT EXCHANGE MARKETS NAVE WOV
60T TNE YEN-DOLLAR RATC ABOUT RIGHT.

BUTLOOX FOR INDUSTRIAL COUNTRIES: ASSESSMENT [N TNIS
SECTION SEERS APOUT RigRY. NOVEVER, SOML Of TH{ PROBLEMS
CITED IN TRE FOURTH PARAGEAPN OF THIS SECT{ON ARE MOT
REALLY *SYSTENIC®, BUT RATRER COUNIRY-SPECIFIC
CONTRIBUTING FACTORS W.S. BUDCE! DEFICID OR SYNFTONS
H16N EVROTEAN UNINFIOYMENT), |7 SHOULD BE NOTED THA?
TRU U.8. DEFICIT IS IREADING DOVKVARD AND THAT INTEPLSY
RATES OVERALL ARE DOW SUBSTANTIALLY, EVEN TNOUGH THEY
MAY STILL OL WIGH 1N SOE COUNIRIES.
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DEVELOPING COUMTRILS AND DERT: COMBINING DATA O
OIL-TXPORTING AND WOW-O1L DEVELOPING COUNTRILS 1S
RISLEADING, GIVING AW UNDULY CLOOMY PiCTUPE. 1IN Facy,
WON-O1L DLVELOPING COUNTRIES ANE WOT DOING BADLY. FoR
CXANPLE:

== NOK-D1L DEVEIO®ING COUNTRIES ARE ACNEIVING PROGRESS
ON REDUCING EXTERMAL )PRALANCES 1N & CONITXT OF CROVING,
WO DECLINING, IMPORTS. SYRUCTURAL REFORNS ARE BEING

UNDERTAREN W A MUMBER OF COUNTRIES YNAT WILL STRENGINEN
CREDITVORIRINLSS AND ThE CA'III[ ~TRANSFER PROCESS IN TNE

LONG TERN;

=~ SUBSTANTEAL DECLINES (N INTEREST RAIES U 180R pOWN
NEARLY S PERCENTAGE POINTS SINCE 1884) VILL $AYVE NAJOR
DLBTORS OVER OOLS. 13 BILLION IN ANNUAL INTEREST costs;

== FOR MAJOR DERTORS, A SIGNIFICANT INFROYEMINT IS IN
PPOSPECT ON THE RATIO OF INTEREST PAYNENTS 10 EXPORTS --
AROUT 2% PERCENT IN 1987 COMPARED TO 33 PERCENT IN 1987,
ICOMPARL THIS WITH THE DOWNREAY TREATMENT IN THE
FENFULTINATE PARAGRAPH OF THIS SECTION.)

IN THE FOURTH PARAGRAFN OF THIS SECTION YOU COULD
USEFULLY WOTE THAT THREATS 10 *THE SOUNDNESS AND ORDERLY
FUNCTIONING OF TWE WORLD FINANCIAL SYSTEN ARL NOW
SUBSTANTIALLY REDUCED AS A RESULT OF MEASURES TAKIN BY
THE CREDITOR BANKS TO STRENGTHEN THEIR CAF)TAL POSITIONS.

THE GLOOM IN THE FINAL PARAGRAPN OF TN DEVELOPING

~COUNTRY SECTION RESTS HIAVILY ON THE FALLACIOUS "NET
TRANSFER™ CONCEPT WNICN, TO OUOTE TWE OECD'S 1985 SURVEY,
SFINANCING AND EXTERNAL DEBT™, “COMTRAVENES BASIC
EcoNonic tocic sy IHAlGAMHNG CAPITAL TRANSACTIONS AND
INCOME (INTEREST) TRANSACTIONS® AND 1S 700 EASILY
NISLEADING, ALL THE MORE SO VMEN IT AGGREGATES DIFFERENT
TYFES OF DEBTOR COUNTRILS VOGETRER® CP. 89, . S
STATED In TNE OECD'S 188) SURVEY, “TNL POLICY CHALLENGE
IS NOT 7O GIT BACK TO ANY PARTICULAR LEVEL OF *NET
FINANCIAL TRANSTER', BUT RATKIR 10 ENSURE, IN A BROAD
SENSE, THAT Twe CA"I!I[ TRANSFER PROCESS IS MORKING

["[Cl 1 (20 M O { /N

SCENARIOS:  THE PRESENTATION 15 YOD EVIN-KANDED (N THE
EMTHASIS GIVEN TO THE ALYERNATIVE SCENARIOZ AND LACKS
FOLICY FOCUS. NEGATIVE SCENARIO NUMBER ONL MIGNT [ 13
WERGID VITH YHE POSITIVE SCENARIO, AS A WAY Of
WIEHLIGRTING UNCERTAINTIES AND WEAKNESSES IN & BASICALLY
FAVORAELT OUTLOOK. 1T CTOULD BE ARGUED THAT TNC RISK IS
MDY SO MUCH THAT THE EUROPEAN AND JAPANESE ECONOMILS MaY
GPOV MORE SLOVLY THAN CURRINTLY FORESEEN, BUT THAT TNEIR
DOMESTIC-LED GROVIK MAY NOT BE SIGKIFICANTLY STRONGER
THAN MOV SEEMS EVEDEKT. WVITNOUT FURTNER DOLLAR
DEFRECIATION DR U.S. RECESSION THIS MIGHT LEAVE THE U.S.
VIR A STILL-SUFSTANTIAL CURRENT ACCOUNT DEFICIT FOR The
FORESEEABLE FUTURE.

FURTHER SPECIFIC COMMERTS OK THIS SECTION:

== TRL APFARENY SUPFORT OF MIGNER 011 PRICES IN
FAFAGRAPH THREE 1S UKACCEPTABLE. ALSO, THE REFERENCE 10
"STABLE OR RISING AXD ADFOUATELY REMUNERAT)VE comnoDITY
PRICES® COULD BL INTERPRETED TO THPLY BELIEF YRAT
COMMODITY PRICES ARE DUL FOR SOMI UPVARDS CORRECTION, AND
THAT THERE FXISTS SONE MIGHER NORNATIVE LEVEL FOR
COHMODITY PRICES. NLITHER PROPOSITION IS SOUND.

NEATHEF €N W% aCCEPT THE IDEA OF ATTHINFTING YO FRODUCE A
PAVSE 1M EXCHANGE -RATE MOVEMENTS C(PARAGRATN SEVEN), TNt

NANNAMErINrFraIYy 2 8
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PEE RO g 11798 19 Bidesy ssoMeny
~—PARKET AT 80 FaR PROOUCED AN ORDIRLY ANp senericIa

AVIVSTRINT 1 RATES; wiv asgum THAT 1T 18 oY corang or

PERTORMING VELL Iw Tag FUTUREY  WwETNER Puringn boLEAR

otratciation 13 VARRANTED REMAINS TO B¢ SEEN, DIPENDING

LARGELY O POLICIES 1O 8t ADOPTED I ThE U. 3. AND tN main

TRADING ParTNERS.

== IN PARAGRAPN CIGHT, THE mevememce To A CVORSENING
DICKOTONY" APpEans INFELICITOUS. 1 ASSUME TNa? You
INTENDED TO SUGGEST THAT INE INTERNATIONN CONPETITIVE -

“AESS or U.S. MANUPRCTUR MG “anp ACRICULTURE Was mepN
DAMAGED 1N SOMT LASTING wAY By Ty EXPERIENCE VITH TH(
STRONG DOLLAR.  THIS viEw cannor ¢ SUSTAINED AS &
SENERAL PROPOSIY 0N, CERTAIN INDUSTRIES THAT wERE 1osing
InfERmaTIONA; COMPERITIVENESS PO MORE FUNDANE NTAL
REASONS. MAY NAVE MaD TWEIR Doy yn ACCELEMATED; Thiv may
"CT RECOVER, Uﬂl[l!, IM'[R, mAY ACYUALLY mave srcont
RORE EFFICIENT 10 RESPONSE To Comer)tive PRESSURE, AND
NOULD oMt meck STROYGLY witw g DOLLARS ADJUSIMENT,
U.S. Fanmins mave seew wurt oy mecewr DEVELOFHENTS, Wt
TNE SRAKE-OUT DOESN'T MAKE TN achicw; TURAL SFCTOR {Ess
COMTETITIVE,  aS RECOGNIZED AT 1oy TONYO SumniY, nr pea
PROBLENS WITH AGRICULTURE SYEm £aoN ASRICULTURAL POLIC LS,

FINALLY, © wouLd ¢1vt MORE EMPHASIS tN TNE PATER TO N[
FACT THAT THE REATEST THREAT T0 THE WEALTH of THE VORLD
EcoNonY over et wray FEV vEaRs 15 & (arst INTO ¢
PROTECTIONIST SPiRa. AVERTING TNAT DAVGER AND ACHIEVING
NEEDED REFORM OF AGRICULTURAL POLICIES SHOULD MAVE it
RIGNEST PRIORITY,

BEST VISKES FOR THE Moy IDAY SEASON. 1 tooN FORWARD T0
SEEING YOU AT oUR W xT SNERFA MEETING.
ALLEN ALl g,

ARmACosST
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